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PREFACE. 

In a series of essays I have 
attempted to explain various in- 
teresting aspects of economic prob- 
lems which are apt to be ignored. 
All of them involve nearly identi- 
cal considerations, and as each was 
intended to be complete in itself, 
repetition was inevitable. In for- 
mer essays I discussed the Mean- 
ing of Business, the Meaning of 
Property, and Inflation and Pros- 
perity. 

This essay is an attempt to show 
why crises are inevitable wherever 
business is conducted with bor- 
rowed money. A crisis is caused 
in my opinion by inefficient pro- 



Iction, an increase in the cost of 
bds, rising prices, the stress of 
\ high cost of living upon people 
Inarrow incomes, a lessening de- 
Ind for goods at snch prices, 
ftr-prodnction of costly goods, 
lling prices and the inability of 
! merchant under such circom- 
Inces to pay his debts with avail- 
e resources, 
have tried to establish this 
lory by showing what caused or 
Hcipitated other crises, and dis- 



CRISES. 

Part I. 

Introductory. — A cursory ex- 
amination of the history of 
America will discover that every 
generation of men has had to con- 
front two or three commercial 
crises of greater or less severity. 
If we seek for the causes of such 
disturbances, we shall find as 
many explanations as crises; this 
one having been attributed to pa- 
per money, that one to extrava- 
gance, another to the strain of 
competition, or over-production, or 
a collapse of credit, etc. So 
various are the causes assigned 
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the same thing happen over and 
over again; what is the explana- 
tion of what seem to be the fixed 
habits of business? 

The explanations to which I 
have referred are not only con- 
flicting but unsatisfactory. Paper 
money can not have caused all 
panics. There was no inflation 
between 1900 and 1907. More- 
over, the immediate effect of infla- 
tion is to stimulate business in a 
very remarkable way. Too much 
paper money or too much bank 
credit is dangerous, but why is it 
put out? Why do men sometimes 
borrow more than they can pay, 
and why does credit result in loss 
sometimes and not always? 

Waste or extravagance is a rela- 
tive term. What is a proper 
expenditure for one man is ex- 
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cause of a collapse in industry. 
During a period of prosperity in- 
comes increase rapidly, and some 
part is spent and some part in- 
vested. No harm should result, 
save to the spenders. Why should 
Intimate trade be suddenly ar- 
rested by speculation ; why should 
all incomes be suddenly reduced? 
To say that competition kills busi- 
ness is to contradict the maxim 
that it is the life of trade. 

None of these suggestions is 
quite satisfactory; none explains 
all crises. Tet we find persuasive 
proof in the sequence and similar- 
ity of events that precede all of 
them that substantially identical 
influences are always operating. 
Business is dull, then improves, 
then is active, then excited, and 
then it collapses. 
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ness. The following argument is 
submitted diffidently. It rests 
upon obvious facts which no one 
should question. If the facts seem 
trite and tedious, I beg the reader 
to consider that one must reason 
from what is known and admitted 
rather than from disputed prem- 
ises. 
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them as cheaply as possible. Un- 
der the stress of such pressure the 
cost of goods has been gradually 
reduced by the adoption of better 
machinery, better methods, better 
work and greater economy, and in 
the course of a few years, as the 
result of these improvements, the 
cost of all goods has fallen. 
Then has been felt a distinct im- 
provement. A new and increasing 
demand has sprung up ; producers 
have become more active, more 
men have been employed, trade has 
become easy and a stronger im- 
pulse has been felt in every branch 
of business. The factory, the car- 
rier, the jobber, the merchant, the 
laborer have become busily en- 
gaged and a period of cheerful 
prosperity has succeeded to the 
former dullness and depression. 
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financial house or commercial 
institution of established and 
conspicuous standing has failed, 
and the ^^boom" has collapsed. 
Such a shock has usually resulted 
in a brief but violent panic, and 
after this has followed that slow 
and depressing period of readjust- 
ment which I have described. 

These crises have occurred at 
approximately equal intervals of 
time for more than two centuries 
throughout what we call the civil- 
ized world. Our problem is to dis- 
cover why. No one who considers 
can avoid the conviction that there 
is something in prosperity which 
tends to adversity. What is it? 
Let us attempt to find out by a 
careful analysis of the organiza- 
tion, methods and tendencies of 
business. 
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Pennsylvania or Austria, silver 
from Colorado, gold from Califor- 
nia or South Africa or Alaska; 
and all of these things are deliv- 
ered to us as we have need of them 
by the various persons with whom 
we deal. 

Where such an organization 
exists it is obvious that if the 
cobbler makes few or bad shoes, 
or the butcher provides bad meat, 
the rest must suffer. The welfare 
of everybody engaged in a special- 
ized industry must depend upon 
the purchasing power or exchange 
value of his own commodity. The 
object of trade is to secure to 
each maker of special goods his 
just participation in the common 
litock, and therefore one should get 
by trade no more and no less than 
he carries into it Fair trade 
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sort. We permit him to be free 
and expect him to be selfish, 
because we know that in the free- 
dom and selfishness of his fellows 
he will find an indomitable pres- 
sure more powerful than legisla- 
tive enactments to compel him to 
do his duty. To understand pre- 
cisely how this pressure is exerted 
we must consider the objects and 
methods of production on the one 
hand and of distribution on the 
other. 

The problem of production is to 
provide at least cost the right 
articles. It is not enough to pro- 
duce what another needs ; he must 
be able to pay for it. Hats may 
be ever so useful, but if they cost 
f 100 few can afford to wear them. 

The cost of goods, all other 
things being equal, depends upon 
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control the goods market are sim- 
ple. Under the normal operation 
of the law of supply and demand, 
it should be easy to know what 
goods are scarce and what are 
abundant. If certain articles are 
cheap and others, costing no more 
in energy, are dear, industry 
should incline to the latter because 
the profit to be derived from mak- 
ing them is greater. There ought 
therefore to be a gradual but 
constant shifting of industry from 
one craft to another until all 
human needs shall have been satis- 
fied at a nearly uniform profit; 
and in every community such a 
movement is observable, for there 
are always some men of intelli- 
gence quick to observe a want and 
eager to grow rich by gratifying 
it. If the profits of this class 
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way as I have said by trade. 
In a former essay I attempted 
to show precisely how such a dis- 
tribution is normally realized. We 
may readily understand the meth- 
ods employed if we consider the 
simplest sort of trade, or barter. 
In barter we exchange goods for 
goods immediately; neither party 
is buyer nor seller — each is both. 
Neither should derive an advan- 
tage at the cost of the other, for 
the articles exchanged are pre- 
sumed to be of equal value. The 
benefits of the transaction must 
always be mutual. Each gets 
what he wants in exchange for 
what he has, and this common 
advantage is all that should be 
intended. 

Selling and buying are but 
barter at one remove: goods are 
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fundamental, I must repeat a 
demonstration already familiar 
perhaps to some of my readers. 

Where a hat costs or is worth 
f3 and a pair of shoes 14, and 
the hatter sells a hat to the cob- 
bler and the cobbler a pair of 
shoes to the hatter at cost, after 
trading each party will have prop- 
erty worth precisely as much as 
the property he started with. The 
whole effect of the transaction is 
the substitution of one sort of 
value for another equal value; 
neither party has made anything 
out of the other. 

In trade, however, goods are 
never sold at cost; everybody 
wishes to make something by it. 
Each in fact does make something, 
but not quite what he expects. In 
barter, one value is compared with 
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trading a hat worth f3 and say 
|5 in cash; after trading, he had 
a pair of shoes worth |4 and f4 
in cash, or just as much in value 
as he started with, 3+5=4+4. 
So did the cobbler, for he started 
with a pair of shoes worth f 4 and 
$5 in cash; and after trading he 
has a hat worth $3 and f 6 in cash 
— ^just as much as he started with, 
4+5=3+6. The profit of such 
trading is the acquisition of what 
one needs by exchange for what 
one has, precisely as in the case 
of barter. 

The function of money so used 
is not to change, control or effect 
the relative values of commodities 
but to measure them. Where a 
cow is worth f 50 and a sheep f 5, 
the cow is worth ten times as 
much as the sheep and it matters 
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the benefits resulting from a divi- 
sion of labor by a fair exchange 
of the goods so produced. Its 
prosperity depends upon the ease 
with which that object may be 
accomplished. Money makes trade 
in a certain sense easy, for goods 
may usually be sold at some price 
and bought at some price; yet 
money adds to trade the element 
of uncertainty above mentioned 
which can not be quite obviated. 
Where goods are sold and bought, 
one may unconsciously sell for 
less or buy for more than goods 
are worth. This unintended loss 
is mitigated in some measure by 
the natural propensity of every 
man to seek buyers who will pay 
most and sellers who will ask 
least, yet it is never quite over- 
come, because buying and selling 
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fled. A rise or fall in the price of 
special goods should be the result 
of fluctuating market conditions 
which indicate but do not cause 
some disparity between the sup- 
ply of and demand for such goods. 
Qoods are now roughly valued for 
the purpose of distribution in the 
following manner: every trader 
asks as much and pays as little 
as possible, preferring always to 
deal with him who asks least and 
pays most. Under such circum- 
stances the tendency of all prices 
should be to approximate actual 
values. An exact equality is never 
quite arrived at, but the necessary 
tendency of trading in an open, 
competitive market is toward fair 
dealing. 

I should perhaps note for the 
information of the reader that 
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Part IV. 

DisturMng Influences. — The 
even prosperity which should re- 
sult from an organization involv- 
ing production and distribution so 
controlled, is never altogether 
realized. Business in the long run 
is guided by irresistible laws, but 
its adaptations to changing con- 
ditions are sometimes slow and 
feeble owing to the temporary 
stress of disturbing influences. 

Not all men are equally intel- 
ligent and equally industrious; 
therefore an industry dependent 
upon human nature is a disturbed 
and uneven industry. Men will 
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retarded and embarrassed by these 
hindrances. Men and capital 
cling to an overcrowded industry 
and will cling to it until forced 
to abandon it by the stress of 
necessity. The wrong goods are 
under such circumstances likely 
to be produced, that is goods for 
which there is so poor a market 
that the price offered will not pay 
the cost of production. 

A more serious cause of dis- 
turbance is found in the enervat- 
ing effects of prosperity. Where 
the need to work is relaxed and 
wages are very high, workmen 
become less zealous, their efficiency 
declines and the cost of goods 
increases. The master is also 
affected by prosperity, for where 
his business is brisk tools are 
neglected and improvements in 
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indications of a real prosperity. 
The purchasing power of wages 
and profits is the measure by which 
they are to be estimated; and if 
incomes will purchase less and less 
from month to month and from 
year to year, the prosperity which 
high prices seem to indicate is fic- 
titious. 

There is in every community a 
considerable class which is en- 
gaged neither in what we call pro- 
duction nor distribution. To this 
class belong professional men, 
clerks, school teachers and a mul- 
titude of detached women and 
others, each of whom has a rela- 
tively fixed and unalterable in- 
come. Such income has a limited 
purchasing power, and as prices 
advance this class must practice 
self-denial and its economy must 
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nor do wages advance precisely in 
correspondence with the cost of 
living. The derangements result- 
ing from these aberrations may be 
illustrated by the effect of a good 
or bad crop on the prosperity of 
those who are not engaged in agri- 
culture. Where food is scarce, 
more of everybody's income is re- 
quired to buy food and less is 
available for other purposes. 
Where on the contrary food is 
cheap and abundant, more of 
everybody's income is available for 
other wants. On the other hand, 
where food is cheap and other 
goods are very high, the farmer 
can not buy as many of such goods 
as if they were cheap, and the 
laborer whose wages lag behind 
the general advance in prices must 
buy less and less; and so in the 
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Part V. 

Causes of Crises. — In none of 
these considerations do we find a 
wholly satisfactory explanation of 
crises. Such disturbances are usu- 
ally violent alterations in the 
course of business affairs, attended 
by a shock called a panic. A 
gradual increase in the prices 
asked for goods and a gradual fall- 
ing off in the demand should not 
result in any such catastrophe. 
Trade may rise or fall under fluc- 
tuating influences, but the altera- 
tions should be rather like the 
undulations of the ocean than 
the occasional tidal waves which 
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to be exchanged have become so 
enormous that we can not con- 
veniently pay cash. If a million 
dollars of sales involved the pay- 
ment by the purchaser of a mil- 
lion of dollars in cash, and all of 
the trade of the country had to be 
so conducted, we should find trade 
very troublesome. Checks are 
employed to avoid this trouble. 
The use of checks necessarily in- 
volves credit. 

Credit is not only convenient but 
profitable. A merchant can make 
more money by buying on credit 
than by buying with cash. If he 
has one thousand dollars and buys 
one thousand dollars worth of 
goods and sells them for eleven 
hundred dollars, he has made in a 
given time say f 50 after deducting 
the expense incurred. If on the 



annnm, he 

the same ti 
f 50 Jess |2fl 

^nj nionej , 

Jt should 

stand Mrby ii 

*^<»t and pr 

'esaJt in cr; 

^^^ and th( 
'^on-oirers; q 
^"<* sell on c: 

°^ « dnii, , 
'^iere it i^ ^ 

°'<»^; Inhere ; 
Pn'ees an,? ».. 



47 

ceeds. But if the demand for 
goods be suddenly arrested and 
prices hesitate and then break, the 
situation of the borrower may be- 
come perilous. He may not be able 
to sell his goods save at a loss, yet 
he must pay his debt or renew it. 
If he extends his debt and the de- 
cline in prices continues, his peril 
becomes graver. A prudent man 
will under such circumstances sell 
at a loss and take his punishment, 
but such selling still further de- 
presses the goods market and by 
reason of such stress many im- 
prudent men can not pay th^ir 
debts. To them and to their credi- 
tors a crisis has come, violent or 
slight in proportion to the number 
so involved. 

A crisis seems to he caused by 
a series of influences which tend 
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and he can not collect from hie 
debtors, or convert hie goods into 
cash, or renew his notes, he must 
suspend ; and so the panic spreads 
from insolvent to solvent, over- 
whelming for a moment all en- 
gaged in business. 

The function of a crisis is to 
curb the rapacity of selfish men. 
If, under our free system, each 
industry were at liberty to extort 
for its own goods as much as it 
wished ; if no inducement to eco- 
nomical production were alfforded, 
and none to fair dealing, all of 
the advantages of specialization 
would be lost. No confederation 
between unscrupulous workmen 
and rapacious employers can, 
however, prevail over the stem 
and stubborn resistance of the 
oppressed community. There is a 
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Part VI. 

Other Theories. — In order that 
the simplicity of such an explana- 
tion may not repel the confidence 
of the reader, I venture to com- 
pare it with what others have said 
of particular crisis. Every panic 
of the past has provoked discus- 
sion. If what I have said be true, 
it must be reconcilable with all 
that has occurred; if it be false, 
we should discover its error in its 
conflict with established facts. 

The events which preceded 
former crises, set forth in Juglar's 
"History of Panics in the United 
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could not find investments for 
what they manufactured. This 
state of things lasted until the end 
of 1815, when it was recognized 
that the paper circulation had not 
enriched the community. 

1819. In 1818 speculation was 
so wild that no one failed on ac- 
count of a smaller sum than 
flOO,000. A drawing-room that 
had cost 140,000 and a bankrupt's 
wine cellar estimated to have cost 
f7,000 were cited as instances of 
prodigality. On the thirteenth of 
December, 1819, a committee of 
the House of Representatives re- 
ported that the panic extended 
from the greatest to the smallest 
capitalists. Those who unfortu- 
nately owed money lost all the 
fruit of long work, and skilled 
laborers were obliged to exchange 
the shelter of their old homes for 
the inhospitable western forests. 
Forced sales of provisions, mer- 
chandise and implements were 
made greatly below their purchase 
price. Many families were obliged 
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pauied the ease of getting credit; 
but in November of 1^1, very 
urgent demands for money were 
heard. American writers boasted 
greatly about the assistance the 
Bank of the United States yielded 
business and the nation. (Pages 
57 and 5&) 

18S7. In 1833 President Jack- 
son ordered the withdrawal of 
government deposits from the 
Bank of the United States. De- 
posits were withdrawn and placed 
in different State banks and the 
Bank of the United States was 
obliged to limit its discounts and 
loans, thus causing trouble. Presi- 
dent Jackson and his successor, 
Van Buren, considered the exces- 
sive issue of paper money the 
principal cause of the panic, as 
well as the over-doing of every 
branch of trade, the boundless 
speculation, the increase of for- 
eign debts, imprudent land specu- 
lations, alarming increase of a 
luxury fatal to the springs of in- 
dustry and to the morality of the 
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trouble. The liquidation of the 
panic of 1837 was barely over and 
was still too recent to permit of 
excessive business extension. Em- 
barrassments were slight and 
brief. (Page 81.) 

1851. The stoppage of 1848 was 
brief. Discounts rose steadily 
from 1332,000,000 to f684,000,- 
000. The circulation rose from 
f 114,000,000 to $214,000,000; the 
capital of the banks, from f 196,- 
000,000 to 1370,000,000. In 1857 
the cash on hand was $1 in hard 
money for each $8 in paper. 
Banks had attracted deposits by 
high rates of interest, and loaned 
money to wild speculators. The 
collapse of the Ohio Life Co., 
which has the best New York con- 
nections, was the first muttering 
of the storm, and was soon fol- 
lowed by the suspension of the 
Mechanics Banking Association, 
one of the oldest banks in the 
country. (Page 84.) At the 
height of the crisis failures were 
so numerous that a general bus- 
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hundred concerns failed, with lia- 
bUities of 1300,000,000. 

1884- The panic which burst 
upon the United States in 1884 
was the last thunder clap of the 
commercial tempest which had 
reigned since the month of Janu- 
ary, 1882. Public opinion already 
recalled the decennial period 
which separated the existing panic 
from that of 1873. The acute 
period was of short duration. The 
crash occurred on May 14th and 
the decline in values had touched 
bottom by the end of June. From 
the ninth of June people began to 
steady up and they felt the ground 
firmer under their feet. The situ- 
ation gave evidence of strength; 
notwithstanding an enormous fall 
in prices, there were only a few 
failures. The losses were entirely 
borne by financiers and specula- 
tors. (Page 102.) 

189S. The following facts are 
taken from the History of the 
Crises under the National Bank 
System, published by Congress: 
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Commodity prices continued to 
fall. August witnessed a decline 
in general business activities. 
Contraction in loans was perhaps 
the most striking feature of the 
crisis. (Page 208.) As always 
when general trade depression sets 
in, the banks soon found them- 
selves with abundant funds. 

Crisis of 1907. This crisis was 
preceded by no liquidation or 
monetary conditions unfavorable 
to sound banking. On the con- 
trary, these influences tended to 
strengthen the banks. ( Page 216. ) 
In 1906 there were indications that 
the pace was too rapid and that 
economic forces were becoming 
unstable. The San Francisco 
earthquake destroyed an immense 
amount of capital (page 237), but 
even if it had not occurred it is 
certain that the demand for capi- 
tal was outstripping current sav- 
ings. When corporations of the 
highest standing were obliged to 
resort to short-time notes, it was 
evident that other corporations 
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failures were not very large. 
Banks suspended payment almost 
universally. Commodity prices 
fell. 

Mr. Thom, the translator and 
editor of Mr. Juglar's book, con- 
denses Mr. Juglar's theories in the 
following words: **A crisis or 
panic may be defined as a stop- 
page of the rise of prices, that is 
to say the period when new buy- 
ers can not be found. It is always 
accompanied by a reactionary 
movement in prices. A panic may 
be broadly stated as due to over- 
trading which causes general busi- 
ness to need more than the avail- 
able capital, thus producing lack 
of credit." (Page 13.) 

The symptoms of approaching 
panic generally patent to every- 
one are : Wonderful prosperity, in- 
dicated by various and numerous 
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is speculation, and it is devonred, 
and there is a panic. 

MoPherson: At times the con- 
cerns of merchants and manufac- 
turers were very much more widely 
extended and were much greater 
than at any former period — an 
actual effect of increasing pros- 
perity and sometimes a cause of 
ensuing calamity. 

Horace White: Speculation, 
the act of buying with a view to 
selling at a higher price, and over- 
trade or the act of buying and sell- 
ing too much on a given capital. 
Most commonly the two elements 
are accompanied by two others, 
to- wit: the destruction or loss of 
previously accumulated capital 
and the rapid conversion of circu- 
lating into fixed capital. Specu- 
lation and the destruction of 
capital usually go together and 
prepare for a crisis. 

Price: A nation grows rich by 
increase of capital, by applying 
their wealth, improving their ma- 
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the habitual dependence of produc- 
tion upon consumption, the active 
role of speculation and of a credit 
which stretches the economic 
spring sometimes to extremes, 
very profound modifications in the 
principal branches of production 
— particularly following a great 
technical progress effected upon 
one point or another — the sudden 
and permanent increase in consid- 
erable proportions of certain cate- 
gories of products of a nature such 
that the habitual proportions 
between offer and demand are very 
much modified." 

Rogers: The cause of a crisis 
exists in the function of exchange, 
in the expectation of unreasonable 
profits. 

Oriffen: The explanation is the 
condition of prices for years past. 
Usually a great depression suc- 
ceeds a great period of inflation. 
A fall of prices is a usual feature 
in every depressed period, and 
accentuates and very largely cre- 
ates depression. 
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changeableness, to periods of fluc- 
tuation and to a series of years of 
cheapness followed by years of 
high prices. 

Lawson: The cause is to be 
attributed to a sudden check given 
to an extensive and long-continued 
trading upon credit. 

Edston: In times of prosperity 
credit is abused, and by this means 
the trader incurs liabilities which 
he is unable to meet. This leads 
to a crisis. 

Edward Everett: If I mistake 
not, the distress of the year 1857 
was produced by an enemy more 
formidable than hostile arms, by 
pestilence more deadly than fever 
or plague, by a visitation more 
destructive than the frosts of 
spring or the blights of summer. 
I believe it was caused by a moun- 
tain* load of debt. 

Wallace: Depressions of trade 
may be succinctly defined as a 
widespread diminution of a de- 
mand for our chief manufactures 
both at home and abroad. 
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lace attributes a crisis to "a wide- 
spread diminution of demand for 
our chief manufactures." Mr. 
Wilson is convinced that the fluc- 
tuating cost of the necessaries of 
life is the chief cause of the de- 
rangement of financial and com- 
mercial affairs. Mr. Leroy Beau- 
lieu thinks crises proceed from the 
^'division of labor, the dependence 
of production upon consumption, 
and the sudden and permanent 
increase in certain categories of 
products which disturbs the habit- 
ual proportion between supply 
and demand." Many mention 
over-production, several specula- 
tion, as the immediate cause of 
crisis. None of these opinions 
should disturb the suggestion un- 
der consideration, namely, that 
commercial crises are caused by 



73 



Part VII. 

Test of Theory hy Bank State- 
ments. — We should not however 
rely upon mere opinion in order 
to test the validity of any eco- 
nomic theory. If falling prices 
tend to insolvency nnder certain 
circumstances, the fact should be 
reflected in the bank statements. 
These statements show what the 
banks owe their depositors and 
what borrowers owe the banks. 
The two items should always ap- 
proximate equality, because de- 
posits furnish the loanable funds 
of the banks. If before a crisis 
deposits decline and discounts in- 
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loans then amounted to |1,044,- 
000,000; deposits to |982,000,000 ; 
and reserves were f 6,000,000 less 
than the law required. Call money 
reached thirty-six per cent in the 
first, twenty-eight per cent in the 
second, 29 per cent in the third 
and eighteen per cent in the fourth 
week of November. Such stress 
did not correct the situation. In 
the month of November, 1907, the 
loans were f 1,180,000,000 ; de- 
posits 11,074,000,000 and reserves 
146,000,000 less than the law re- 
quired. In the meantime a crisis 
occurred which culminated in the 
October panic of that year.. 

What these statements show 
with respect to the situation just 
before the crisis of 1907, the state- 
ments of all banks show with 
respect to the period which has 
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to venture something and so invest 
their surplus earnings in hazard- 
ous enterprises; but such specu- 
lation, which is the effect of pros- 
perity, should not of itself arrest 
prosperity unless it be so exten- 
sive as to induce the waste of 
more than merchants can afford 
to lose. No such waste is ever 
observable. Few merchants actu- 
ally become insolvent. After the 
panic is over, business is resumed 
but always on a falling price 
market. Goods do not become 
cheap and stay so merely because 
formerly earned profits have been 
wasted or badly invested by a 
small class of speculators, how- 
ever sharply securities may be 
affected by such folly. 

The argument afforded by bank 
statements is fortified by reflec- 
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ments of the banks just before 
every crisis, but by what seems to 
be the natural and inevitable 
tendency of the high cost of goods 
on the one hand and the arrested 
demand for such goods on the 
other. Moreover, after every crisis 
the market prices of all goods have 
steadily declined and failures have 
become more and more numerous ; 
and these facts indicate a read- 
justment following the contrary 
tendency. 

The theory allows for the free 
play of all the factors of disaster 
mentioned by the writers quoted : 
for inflation, speculation, credit 
distension, tight money, waste, 
unreasonable profits, high cost of 
living, abuse of credit, misdirected 
energy, fall in prices and over- 
production. Every one of these 



high cost, an ai 

goods at the pr 

inability of thoi 

ness to paj thei: 

circumstances \ 

of goods on ha 

tion, which see 

with the theory, 

it in a striking i 

men call ''over-p] 

in fact productio 

nien can not aff 

soon as the price 

is always a readj^ 



81 



Part VIII. 

The Coming Crisis. — No one can 
regard the present industrial and 
financial situation without a cer- 
tain apprehension. Money is 
tight, the currency of the country 
is enormously inflated, deposits 
are declining, discounts are in- 
creasing, wages and profits are 
excessively high, production is 
inefiQcient, goods cost more than 
ever before, prices are exorbitant, 
many men are speculating, a tre- 
mendous amount of capital is be- 
ing wasted by municipalities and 
other public corporations, taxes 
are oppressive, the waste of the 
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before. If we compare the influ- 
ences which control production 
and distribution, we shall discover 
that never before was there such 
a disparity between the supply of 
and demand for goods. No manu- 
facturer need now compete with 
another — competition in trade has 
ceased : the problem of business is 
not to sell but to buy. The profits 
derived from such a market, 
although enormous, seem to be un- 
available for trade. Much is being 
spent in speculation. More and 
more money is being borrowed. 
The crisis of 1873, following our 
Civil War and the War of 1870 
between France and Germany, 
was devastating and prolonged, 
yet the influences which con- 
duced to it were less powerful 
than those which are now in 
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that it was never before so easy to 
get rich nor so hard to escape 
poverty. 

If we add to these general 
considerations others which can 
not be ignored, apprehension be- 
comes confirmed. The production 
of all goods has been stimulated 
by the highest prices on record, 
yet the supply is still deficient. 
Whence proceeds a demand for 
very exi)ensive goods which can 
not be satisfied? From our own 
spenders, from the various taxing 
authorities, from the peoples of 
Europe ; and all these demands are 
abnormal. The extravagant are 
spending profits made during the 
war, or gains derived from cur- 
rent high prices ; the cities, towns. 
States and United States are ap- 
propriating by taxation more and 
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When such demands shall have 
been checked, what should be the 
consequences? The first effect 
should be a relaxation in the ten- 
sion of business, the second a soft- 
ening in prices, the third a decline 
in profits, and the fourth an in- 
creasing demand for money to pay 
debts. If to these tendencies we 
add the importation of goods from 
abroad to pay for those already 
bought or other goods needed, and 
an inevitable effort of the reserve 
system to defiate currency by forc- 
ing sales of merchandise, is it not 
obvious that the boom must col- 
lapse? 

If any doubt still remains, it 
should be dispelled by the follow- 
ing indisputable facts: During 
1919 we exported four billions 
more than we imported; the cost 



made in trade were 

ever before, yet the 

the Hew York ban 

ber 6, 1919. sbowe 

15,155,327,000 and 

posits of $4,132,911 

of one hundred J 

per cent, notwil 

tremendous profit 

I trade. In Decei 

notes of the f eder 

amounted to |2; 

still money was t 

go remarkable 



89 

ation. There are other facts which 
must be taken into account. In all 
probability the actual wealth of 
the United States has not been 
greatly impaired by the war. We 
sold goods to Europe at an enor- 
mous profit, and redeemed all of 
our foreign debts and now have a 
balance due us of many billions. 
Beserve notes are still convertible 
into gold, the profiteers of all 
classes, employers and laborers, 
have perhaps still billions of prof- 
its to waste. An immediate re- 
sumption of imports on a great 
scale is altogether unlikely be- 
cause foreign nations are poor 
and need for themselves all that 
they can make. 

Nevertheless a reaction is inev- 
itable some time. Deflation must 
begin, imports must be resumed, 
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gold to rehabilitate its currencies, 
and as we have the only stock in 
the world from which gold may be 
drawn, it must resort to us, and 
the export of gold must result in 
still further currency contraction. 
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warning conveyed by the abnormal 
Edtnation which I have described 
will in all likelihood be disre- 
garded. We dislike to anticipate 
trouble when we are making 
money. 

The banks, which should be most 
cautions, are tempted to be other- 
wise, for when money is tight rates 
of interest are unusually high 
and it requires cool, calculated 
courage to withstand the tempta- 
tions of the moment. No bank 
has heretofore been in position to 
make a profit by prudence. To 
hoard money by restricting lend- 
ing is not only to offend borrow- 
ers and lose an income but to 
accumulate reserves which can not 
be retained. A run upon a bad 
bank induces withdrawals from 
one that is sound; and where loss 
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called a reserve system. It was 
established to avoid crises and 
promised that none should occur. 
The private banks are no longer 
required to carry an adequate 
reserve, because such reserves are 
to be provided by the reserve sys- 
tem. Under such circumstances 
temptations to reckless banking 
may be found irresistible. Whether 
the resources of the reserve banks 
will be enough to avert trouble 
remains to be ascertained. Their 
most mobile resource is notes, yet 
to issue notes is to inflate credit 
and currency when credit is most 
strained and therefore most un- 
safe. We may assume that those 
in authority will do whatever is 
requisite, but where a desire for 
gain has not induced prudence it 
is altogether unlikely that mere 
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Pabt X. 

Indications of Trouble — How to 
Judge of a Situation. — We are 
now brought face to face with the 
problem which most concerns ns. 
Assuming that a crisis will occur, 
how distinct and what will be the 
premonitions of its approach and 
what should a prudent merchant 
do who apprehends its coming? 

In the first place we must bear 
in mind the fact that the present 
situation is altogether abnormal. 
The influences which ordinarily 
control business are now compli- 
cated by numerous factors which 
had their origin in the most waste- 
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in order that they may live pend- 
ing the restoration of their indns- 
tries. 

Three hundred billions of the 
capital of the world have been 
consumed by the war, and capital 
is excessively scarce at the very 
time when it is most needed. Rates 
of interest are abnormally high. 

The currencies of all nations 
have been inflated and to other 
grave complications has been 
added the excessive inconvenience 
resulting from the use of fluctu- 
ating media of exchange. 

On the other hand, these things 
must be considered. The normal 
increase in the population of the 
world has been retarded by the 
war ; its natural resources have not 
been destroyed; its fields are still 
fertile, its mines have not been 
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they need. Our imports will in- 
crease and exports diminish. 

All of these influences co-oper- 
ating will tend to an increasing 
supply of the necessaries of life 
and to a steady decline in the 
prices of such commodities. If 
we add to them the necessary effect 
of a gradual deflation in the cur- 
rencies of the world, it is difficult 
to avoid the conclusion that a fall 
in the market prices of many goods 
will soon begin and steadily con- 
tinue. 

If a crisis be due to a series of 
influences which tend to inefficient 
production, high cost and advanc- 
ing prices on the one hand, and to 
enforced economy, a falling de- 
mand and falling prices for goods 
on the other; and a panic to the 
unexpected discovery that on a 
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2. Billions of goods have been 
sold to foreigners on credit. 

3. Billions of capital are being 
wasted by the United States, the 
States and municipalities. 

4. Taxation is preventing the 
accumulation of capital. 

5. Capital is being wasted by 
speculation. 

6. The currency of all countries 
is greatly inflated. 

7. The money market is de- 
ranged; money is tight and rates 
of interest are high. 

Each of these facts suggest a 
derangement in current affairs 
which must somehow be corrected ; 
altogether they compel the con- 
viction that a reaction can not be 
avoided. The influences which in 
time must bring about a reaction 
are obvious. 

1. Decreasing exports and in- 
creasing imports. 

2. Gradual deflation of the cur- 
rency. 



5. A fall in the pri( 

6. A relaxation in 

7. An increasing s 
money market. 

On the other hand w 

overlook very importa 

ations which make fo: 

compel the conviction 

action will not occur 

future. 

1. America was enri 
war. 

2. Europe is prostra 
will be required for its 
tion. 

3. Goods are still i 
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tions will tend to defer or miti- 
gate it. 

6. Several years have usually 
elapsed after every former war 
before a crisis has occurred. 



Paet XI. 

Barometers. — ^The pren 
of coming trouble are n 
and distinct, however bar 
be to interpret them. Per 
following principles will 
clue which will enable the 
man to anticipate a cata 

1. Where the money, oi 
and currency of a country 
stationary, high or low pri. 
cate scarcity or abundi 
goods. 
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and where the supply of money 
and credit is limited, rates de- 
pend upon the demand. Kates are 
therefore as a rule high when 
goods are scarce and expensive, 
and low when goods are abundant 
and cheap. 

3. Where after an advance, 
prices halt but rates of interest 
continue to advance, something is 
wrong. To ascertain what is 
wrong we must bear in mind the 
object of borrowing and the risk 
of lending under various circum- 
stances. The object of borrowing 
is to make money by trade; the 
risk in lending depends upon the 
ability of the borrower to accom- 
plish such object. Where prices 
are advancing, it is easy to realize 
a profit; where they are arrested, 
it is more diflScult; where they 
fall, profits can not be realized. 

4. A fall in prices accompanied 
by a rise in interest rates indicates 
that trade has become unprofit- 
able and that under such circum- 
stances the risk in lending is more 



u. A crisis IS immine] 
trade has ceased to be pr 
and an indication of its 
may be fonnd in an arree 
upward movement of pri 
an advance in interest ral 

A fairly trustworthy ba 
of trade conditions may t 
be found in commodity pr 
rates of interest on con 
paper. Where a rise in j 
arrested and rates conti 
advance, trouble may be e: 
Where prices fall and n 
vance still further, troubh 
minent. 
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become excessively high and for- 
eign exchange is still greatly de- 
preciated. Such a situation should 
not cause alarm. If trouble be 
inevitable, it is still some way oflP. 
If to these considerations we 
add the accumulated resources of 
merchants who made a great deal 
of money during the war, it is 
likely that a crisis will be later 
rather than sooner than we expect. 
The war of 1861-65 was profitable 
to traders, and in all probability 
what they accumulated during the 
war enabled them to withstand 
the first impact of the fall in 
prices which followed 1865. A 
crisis did not occur until 1873. 
Very many men have made money 
during the war of 1914-18. The 
danger which threatens them is 
not so great as that which fol- 



prices which began in 1865 
some measure at least due 
ports. Our exports toda 
tinue large, and imports hj 
yet been resumed upon i 
which can threaten the 
prices of domestic goods, 
a fall shall have actually 
time enough will be i 
for the adoption of proj 
cautions. The present gen 
certainty has induced pru< 
every department of busi 
that policy be persisted 
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characterize such reactions. What 
men should look for is a relaxed 
demand for goods and rising rates 
-of interest. Warned by these indi- 
cations of derangement they need 
not suffer disaster. 

There are other indications of 
the trend and twist of business 
affairs which should be helpful. 
For example, the foreign exchange 
market shows the fluctuations of 
international commerce. Where 
exchange is appreciating, it is 
because the exports of Europe 
are less than its imports. Where 
such exchange is appreciating, it 
is because the exports of Europe 
to this country are increasing and 
its imports are falling off, and such 
a tendency can result in but one 
thing: a lessening demand for 
our goods abroad and a greater 



ing a period of pro 
pmdent merchant ii 
his profits in bonds, 
ness ceases to be pre 
bonds are thrown u 
ket. A crisis is 
months before a ( 
Other indications c£ 
ters are mnch spoke 
merchant will know 
of them. A clever : 
clared that when t 
immediate deliveries 
out of business. His • 
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flood-tide just before a crash — 
why, it is hard to say; perhaps 
because until some notoriously 
strong house collapses collections 
continue good and traders are con- 
fident. 

The reader who attempts to 
weigh in the balance so many im- 
ponderable considerations will find 
it hard to know which way lies 
the truth. I will not venture a 
conjecture. To me a crisis is some 
time inevitable, but when it will 
occur I can not predict. The fac- 
tors of trouble are numerous and 
powerful, but on the other hand 
those corrective influences which 
must ultimately bring down the 
cost and price of goods may be 
deferred for a considerable time. 

To enjoin prudence under such 
circumstances may be to induce a 



in future encounter troul 
thing may be said con 
what all men are prepare 
not likely to happen wl 
expect it. To be pruden 
come strong as possible, 
accumulate, reduce liabili 
stocks, and prepare for 
prices some time, is all 
merchant can accomplii 
enough for his safety. Ud 
many foolish people are 
in business who will take 
these precautions. The« 
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crises are due to inefficient produc- 
tion, high cost and increasing 
prices upon the one hand^ and to 
enforced economy and a falling 
demand for goods upon the other, 
no crisis should occur until goods 
shall have been produced which 
can not be disposed of at the prices 
asked. Goods are still very scarce. 
The waste of the war was enor- 
mous. Billions of capital have 
been destroyed. Its accumula- 
tion has been retarded by the 
imposition of taxes which are in- 
jurious in the highest degree to 
the general welfare. Public and 
private extravagance is still un- 
checked, notwithstanding the high 
cost of living. The profits of busi- 
ness are still exorbitantly high 
and no relaxation in the demand 
for goods can be perceived. Many 



be fillea id *^ 

On the other hand^ a stimt 
industry is enormously produ 
Every wheel in the country is 
ing. Europe can not contin 
get without giving. In time 
duction will overtake the de 
and then business will hef 
the rise in prices will be ar 
and we shall again confrc 
inevitable' reaction. 

I have attempted to pro 
there is in prosperity a t 
which results in a crisis, 
what that tendency is, 
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situation with complacency. How- 
ever prosperous he may be, he can- 
not ignore the misfortunes of that 
very large class which is iafflicted 
by the high cost of living. A nar- 
row and restricted prosperity is 
not the ideal of any Christian 
community, and none among us 
should deplore the operation of 
economic laws which tend, to cor- 
rect such injustice by restoring to 
all men a fair and no more than a 
fair recompense for their services ; 
even though these laws may dimin- 
ish the gains which result from 
high prices. Those who are wise 
can prepare for a reaction which 
is some time inevitable, and their 
caution should soften the blow 
when it comes and alleviate its 
chastisement. 



Part XII. 

How to Avert Panics.-— 
men believe we shall have no 
crises. I can not agree with 
Panics may be averted, bi 
wholesome correction of cris< 
not be dispensed with. Inc 
must from time to time be p 
of the incompetent. If sou 
wasteful, foolish, rapacious 
were not got rid of, prodi 
and distribution would fa 

Rhnrt nf thnt pflfipipnpv and it 
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courage and power can control the 
commercial affairs of a great 
nation. The Bank of England 
arrested the panic of 1890 and 
mitigated the greater crisis of 
1866. In France there are no 
panics, but crises have been fre- 
quent. Its commercial credits are 
never so distended as with us, and 
the power of the Bank of France 
is almost absolute. In order to 
avert a panic in America, the 
National Keserve Board must 
know when there is danger and 
use proper precautions. Such pre- 
cautions are obvious. 

The general use of credit in 
trade and the misuse of this credit 
are the undoubted causes of crises. 
One who buys with his own cash 
and sells for cash can not become 
insolvent; he may make nothing, 



others do the same thing, and a 

consequence of forced selli 

goods rapidly decline in value, 

of them are overwhelmed by 

common calamity. 

The Reserve Board will in 

probability at the right time 

pressure upon imprudent buy 

and borrowing by reducing 

counts. Heretofore it has 

couraged reckless trading by 

counting commercial paper at 

than the market rates, and 

tinned to inflate the currency 
.- ^-« j,.^^ +1,^ offAPt of inflfi 
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already provided with abundant 
resources. If a crisis shall arise, 
the system may find it hard to 
afford funds enough for reassur- 
ance. It has lent not only the re- 
sources required to be deposited 
with it by the member banks, but 
much besides. 

It has recently changed its 
policy and advanced the rates upon 
commercial paper to a parity with 
market rates. What it will here- 
after do no man can conjecture. 
There is a danger in putting sud- 
den pressure upon a commercial 
situation, for it may provoke the 
very calamity which it was de- 
signed to avert. Banks are reluc- 
tant to submit to coercion. A 
boom is very profitable to them. 
To restrain them, to dominate 
them, to deny them, requires the 



The responsibilities oi lue x«r 
serve Banks have become vei 
heavy. Enormous credits hai 
been granted to Europe and vai 
ous groups of financiers are no 
urging further advances. To tru 
further where old debts can n- 
be collected would seem to 
fatuous to a merchant, but 
seems the highest wisdom to ma: 
lenders of money. Everybody 
complaining of the high cost 
living and each day the pap 
and professors counsel econoi 
^'^^ nnr nrices are still advanci 
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Europe, prices will yield. When 
gold begins to go out, the currency 
must be contracted. When redis- 
counts are refused, merchants 
must sell in order to pay. The 
combined influence of these fac- 
tors of reaction must some day 
be confronted. As they can not be 
resisted, wisdom requires that 
their effects shall be palliated by 
resort to every expedient sug- 
gested by the past. One of these 
expedients has recently been 
adopted. The task to be per- 
formed is delicate in the extreme. 
The solvent must be segregated 
from the insolvent. No one de- 
serving help should be denied it, 
but those who can not be rescued 
must be put out of business. 

Heretofore both of these tasks 
have been found practicable else- 



paid ont instantly to s< 
traders all of its reserves a 
free lending immediately ret 
confidence. When the Bi 
failed in 1890, their honsi 
taken over and alarm was cl 
by a show of strength whicl 
felt inclined to donbt Tl 
serve System was designed 1 
form a like service. It cai 
check and later mitigate tli 
sequences of a boom which 
prudent man knows must 
time collapse. 
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private resources to aid the gov- 
ernment at a crisis should not be 
punished because traders who have 
become enormously rich have made 
a reckless use of their new-found 
wealth. Moreover, to force sales 
of government bonds is to impair 
the credit of the government and 
to put in question its good faith. 
The Reserve Association is a pub- 
lic institution. Men were asked to 
borrow in order to lend and in- 
duced to rely upon the credits 
granted to them. If in the effort 
to check imprudence now, meri- 
torious creditors of the govern- 
ment be involved in ruin, the crisis 
will not be mitigated but aggra- 
vated. I can not think the men 
who control the reserve banks will 
be unequal to their responsibility. 



That which shonld chiefl: 
us is the scarcity of capi 
world over. Under oth< 
ditions, even of war, there 
tain countries which at i 
can afford some measure 
to one in distress. Today cc 
scarce everywhere and no 
can be found for securi 
goods forced to sale by a j 
the money market. The Ai 
panic of 1907 brought t 
flood of gold from Englanc 
eased the tension here. I: 

o ninaia all all ainfiA nA tmn 
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market is glutted; credit is hard 
to get for any purpose. If by 
reason of strained credit forced 
sales of bonds and stocks become 
necessary, the prices of all securi- 
ties must be dangerously de- 
pressed, and from that source it 
is altogether unlikely that ade- 
quate relief may be procured. 

The recent action of the Reserve 
Board in raising the rate of dis- 
count has been too long delayed. 
Commitments have been entered 
upon which high rates of interest 
can not now undo. Goods and 
machinery must be purchased in 
advance. If the object of the in- 
creased rates is to gradually 
effect a deflation of the currency, 
falling prices are inevitable. A 
fall in prices will not only threaten 
the prosperity of traders but their 
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plishes a spurious prosper 
which can not last. It is li 
drunkenness: first, elating, th 
depressing, then afSicting. I 
commercial world has been dm 
and is still drunk. The longer 1 
spree lasts, the greater its puni 
ment. When it begins to sober 
its troubles will commence. H 
rates of interest are corrective, 
the effect of the remedy must b 
hasten the crisis. 

Every nation is now on a p< 
basis. Not less than thirty 



